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CITY OF LODI 
INFORMAL INFORMATIONAL MEETING 

"SHIRTSLEEVE" SESSION 
CARNEGIE FORUM, 305 WEST PINE STREET 

TUESDAY, MARCH 25, 2008 
 
 
An Informal Informational Meeting ("Shirtsleeve" Session) of the Lodi City Council was held Tuesday, 
March 25, 2008, commencing at 7:00 a.m. 
 
A. ROLL CALL 

Present: Council Members – Hitchcock, Hansen, Johnson, Katzakian, and Mayor Mounce 

 Absent:  Council Members – None 

Also Present: City Manager King, City Attorney Schwabauer, and City Clerk Johl 
 
B. TOPIC(S) 
 

B-1 “Infrastructure Replacement Account” 
 
City Manager King provided a brief introduction of the infrastructure replacement account. 
 
Public Works Director Richard Prima provided a PowerPoint presentation regarding the 
infrastructure replacement charges and fund balance. Specific topics of discussion 
included, but were not limited to, an outline, water services funds, historical background, 
the problem, the cause, the fix, rate issues, progress, 2001 rate issues, reserves, 
infrastructure replacement, regulatory and other requirements, operations and maintenance 
costs, range of revenue requirements, recommendations, and supplemental information. 
 
In response to Mayor Mounce, Mr. Prima stated the erroneous split was not previously 
discussed because it was sidetracked in light of the PCE/TCE issues and the cash was 
going to that effort regardless of the split. 
 
In response to Mayor Pro Tempore Hansen, Mr. Prima stated the annual adjustment was 
done in 2004 in conjunction with the Proposition 218 Notice and was not effective until the 
following year for both water and wastewater.  
 
In response to Mayor Mounce, Mr. Prima stated the annual amount collected from the 
relevant line item is $2.2 million. He stated that staff understood the line item to provide for 
infrastructure on a broader and more general level.  
 
In response to Mayor Pro Tempore Hansen, Mr. Prima stated from 2000 to the present the 
maintenance and operation costs have been increasing by approximately six percent per 
year and rates were raised at only three percent per year.  
 
Discussion ensued between Mayor Pro Tempore Mounce and Mr. Prima regarding 
spending $900,000 per year for capital replacement, the possibility of doing a current and 
future adjustment without retroactivity, the direct application of the $2.2 million to 
infrastructure only, and the options associated with raising rates and rebalancing. Mr. King 
discussed the public policy for having an infrastructure replacement policy to address 
ongoing maintenance and operations needs, money advanced to PCE/TCE litigation, the 
ongoing creation of a deficit because the rates do not match the costs, the 
misinterpretation regarding rate application to infrastructure only, and the options of rate 
increases or a rebalancing to make up the difference. 
 
In response to Council Member Katzakian, Mr. Prima stated the PCE/TCE costs are 
separate from the ongoing operations and maintenance costs and the money from the 
connection fee was included in the wastewater fund. Mr. King reiterated that the one-time 
payment for Flag City has not yet been received and it is difficult to apply one-time funding 
to ongoing needs such as operations and maintenance costs.  
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In response to Mayor Pro Tempore Hansen, Mr. Prima stated that the actual dollars spent 
on the line replacement are being charged to bond proceeds. He stated the $6 million goes 
into the development fee impact fund and payments are made from there. Mr. Prima stated 
the transfers are used to pay debt service. 
 
In response to Mayor Pro Tempore Hansen, Mr. Prima confirmed that the annual 
adjustment for Consumer Price Index (CPI) of approximately three percent is not covering 
the operations and maintenance costs of approximately six to eight percent for water and 
wastewater. He stated one option may be to increase the operations side only while leaving 
the capital side alone.  
 
Discussion ensued between Mayor Pro Tempore Hansen and Mr. Prima regarding the 
understanding of how the line item money was to be distributed, specifics for debt service 
for water and wastewater, the need to assess how to make up the difference, debt service 
as a complicating factor, unfunded mandates for sewage treatment plant, PCE/TCE, the 
lack of multiple line items for other municipalities, and a single infrastructure line that is 
distributed as necessary. 
 
In response to Council Member Katzakian, Mr. King stated they are looking at rebalancing 
now and there may be an ability to rebalance away from infrastructure to operations and 
maintenance. Mr. King stated another option is that the line item goes away and funds are 
spent generally on infrastructure and operations and maintenance. He also discussed 
approval of a capital improvement program to fund projects with the annual budget, efforts to 
avoid rate increases, restricted funds for infrastructure only while addressing operations and 
maintenance with an increase, or another hybrid approach of the same.  
 
Discussion ensued between Mayor Pro Tempore Hansen and Mr. Prima regarding 
operations and maintenance cost growth over an extended period of time, the growing costs 
of materials and supplies, and the theory of CPI to assist in maintaining these increases.  

 
C. COMMENTS BY THE PUBLIC ON NON-AGENDA ITEMS 
 

None. 
 
D. ADJOURNMENT 
 

No action was taken by the City Council.  The meeting was adjourned at 8:03 a.m. 
 
       ATTEST: 
 
 
 
       Randi Johl 
       City Clerk 
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CITY OF LODI 

COUNCIL COMMUNICATION 

AGENDA TITLE: Infrastructure Replacement Account 

MEETING DATE: March 25,2008 (Shirtsleeve Session) 

PREPARED BY: Public Works Director 

RECOMMENDED ACTION: Receive information on the following: 
Rebalancing operations and capital sub-funds within the water 
and wastewater utilities 
Placing watedwastewater rate revenue into operations sub-fund 
and transferring to capital as needed through the budget 
process 
Simplifying billing by combining the separate “infrastructure 
charge” with the base charge but keeping the water PCE/TCE 
charge separate 
Updating revenuehate models in FY 08/09 

In 2001, the City Council approved significant water and wastewater 
rate increases. At Council’s direction, the increase was itemized 
separately on customer bills as “replacement program”. 

BACKGROUND INFORMATION: 

As City staff implemented this specific direction and attempted to implement our interpretation of the 
Council’s intentions, this revenue has been tracked separately and placed into the capital “sub-funds’’ 
within the respective utility enterprise funds. However, that rate increase was not solely intended to be 
for capital replacement. Increased operations costs, building an overall reserve within the enterprises, 
and meeting upcoming regulatory requirements were also part of the analysis that resulted in the rate 
increases, as described in the attached presentation. 

Normally, staff would make these adjustments within the enterprise funds without specific Council 
direction. However, given that there is an impression that all the “infrastructure replacement” revenue is 
for one specific purpose, staff is presenting this for public information and will return to Council for further 
direction. 
FISCAL IMPACT: No direct impacts, however, implementing the recommendations will make 

future rate and revenue analysis and presentation more efficient. 

Public Works Director \ 
RCPIPJ Fipml 
Attachment 

APPROVED: 
Blair K i r & ? X #  ’ Manager 

K \WP\UTILITY RATES\ShirtSleeVB_Infrastrudure Funds.doc 312112008 
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Water ServicesWater Services
Infrastructure Replacement  Infrastructure Replacement  
Charges & Fund BalanceCharges & Fund Balance

City CouncilCity Council
Shirtsleeve SessionShirtsleeve Session

March 25, 2008March 25, 2008
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OutlineOutline

Water Services Funds (and subWater Services Funds (and sub--funds)funds)
The The ““ProblemProblem””
The CauseThe Cause
The FixThe Fix
Rate HistoryRate History
Rate IssuesRate Issues
RecommendationsRecommendations
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Water Services FundsWater Services Funds

Water and Wastewater enterprise funds Water and Wastewater enterprise funds 
both have both have ““subsub--fundsfunds”” for Operations, for Operations, 
Capital and Development Impact Capital and Development Impact 
Mitigation Fees (IMF)Mitigation Fees (IMF)
State law requires separate fund for IMF State law requires separate fund for IMF 
(not discussed further in this presentation)(not discussed further in this presentation)

Standard practice provides separation of Standard practice provides separation of 
Operation and Capital fundsOperation and Capital funds
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Historical BackgroundHistorical Background

All revenue from rates went to Operating fundAll revenue from rates went to Operating fund
Transfers to Capital fund would be made Transfers to Capital fund would be made 
periodically as neededperiodically as needed
Council directed in 2001 that the rate increase Council directed in 2001 that the rate increase 
be identified specifically on the bill for be identified specifically on the bill for 
infrastructure replacement (not included in infrastructure replacement (not included in 
Resolution)Resolution)
Following 2002 rate increase, the Following 2002 rate increase, the 
““infrastructureinfrastructure”” revenue was placed directly in revenue was placed directly in 
the capital subthe capital sub--fundfund
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The ProblemThe Problem

Both Funds have a large cash imbalance Both Funds have a large cash imbalance 
between operating (negative) and capital between operating (negative) and capital 
(positive)(positive)

Water Operating:Water Operating: ($8.5 million)($8.5 million)
Water Capital:Water Capital: $7.5 million$7.5 million
Sewer Operating:Sewer Operating: ($8.8 million)($8.8 million)
Sewer Capital:     $11.3 millionSewer Capital:     $11.3 million
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The CauseThe Cause

Not all of the 2002 rate increase was for Not all of the 2002 rate increase was for 
capital expensescapital expenses
Motion to approve rate increase included Motion to approve rate increase included 
identification on bill, but was not discussed identification on bill, but was not discussed 
earlierearlier
Operating costs have increased greater Operating costs have increased greater 
than anticipatedthan anticipated
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The FixThe Fix

Make transfers to rebalance operations Make transfers to rebalance operations 
and capital suband capital sub--funds within the water and funds within the water and 
wastewater utilitieswastewater utilities
Place all rate revenue into operation subPlace all rate revenue into operation sub--
fund, transfer to capital as needed through fund, transfer to capital as needed through 
budget process budget process 
Simplify billing Simplify billing –– combine combine ““infrastructure infrastructure 
chargecharge”” with base charge (keep water with base charge (keep water 
PCE/TCE charge separate)PCE/TCE charge separate)
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Rate IssuesRate Issues

Historically, the City went many years Historically, the City went many years 
between rate increasesbetween rate increases
Rate adjustments were not planned very Rate adjustments were not planned very 
far in advancefar in advance
Policies regarding internal charges (cost of Policies regarding internal charges (cost of 
services) and inservices) and in--lieu transfer to the lieu transfer to the 
General Fund have varied considerablyGeneral Fund have varied considerably
Reserve targets were not establishedReserve targets were not established
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Water WastewaterWater 
Services 
Rate 
Increase 
History

Date % Chg.

Jul-07 3.4%

Jul-06 2.0%

Jul-05 25%

May-04 25%

Jul-02 35%

Jan-02 35%

Feb-91 15%

Jan-90 15%

Oct-88 15%

Oct-87 15%

Oct-86 15%

Jan-78

Date % Chg.

Jul-07 13%

Jul-06 13%

Jan-06 13%

May-05 2.2%

May-04 35%

Jul-02 25%

Jan-02 25%

Jun-95 18%

Aug-91 5%

Mar-89 69%

Jun-76 50%

Jun-65 100%

Aug-55
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Progress! Progress! 

Transfers to General Fund now cost of Transfers to General Fund now cost of 
service formula basedservice formula based
Revenue models developed periodically to Revenue models developed periodically to 
help establish rate adjustmentshelp establish rate adjustments
Annual adjustments based on CPIAnnual adjustments based on CPI
Policy to establish reservesPolicy to establish reserves
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2001 Rate Issues2001 Rate Issues

Reserves Reserves 
Infrastructure ReplacementInfrastructure Replacement
Regulatory & Other RequirementsRegulatory & Other Requirements
Operations & Maintenance Cost Operations & Maintenance Cost 
Range of Revenue Requirements Range of Revenue Requirements 
Discussed Discussed 
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ReservesReserves
Exhibit from 2001

Reserves too low

Financing issues
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Infrastructure ReplacementInfrastructure Replacement
Exhibit from 2001

Focus on some pipes

Sewer trunk not included

PCE/TCE issues
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Regulatory & Other RequirementsRegulatory & Other Requirements
Exhibit from 2001

Wastewater treatment costs

• higher than anticipated

• $400 k Fed. grant used for pipes

Water costs (PCE/TCE)

• wildly higher than anticipated

• getting under control now

Water meter mandate not considered
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Operations & Maintenance CostsOperations & Maintenance Costs

Vary from year to yearVary from year to year

Have exceeded inflation ( + 3%/year)Have exceeded inflation ( + 3%/year)
Water expenses:  + 6%/yearWater expenses:  + 6%/year
Wastewater expenses:  + 8%/yearWastewater expenses:  + 8%/year
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Water - Operating Expenses

y = 1E-43e0.0565x

R2 = 0.8619
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Wastewater Operating Expenses

y = 6E-68e0.0847x

R2 = 0.947
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Range of Revenue RequirementsRange of Revenue Requirements
Exhibit from 2001

Actual revenue lower:

• Water – avg. $2.0 M/yr

• Wastewater – avg. $2.3 M/yr
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RecommendationsRecommendations
Direct City Manager to:Direct City Manager to:

Rebalance operations and capital subRebalance operations and capital sub--funds within funds within 
the water and wastewater utilitiesthe water and wastewater utilities
Place all rate revenue into operations subPlace all rate revenue into operations sub--fund, fund, 
transfer to capital as needed through budget process transfer to capital as needed through budget process 
Simplify billing Simplify billing –– combine combine ““infrastructure chargeinfrastructure charge”” with with 
base charge (keep water PCE/TCE charge separate)base charge (keep water PCE/TCE charge separate)
Update revenue/rate models in FY 08/09Update revenue/rate models in FY 08/09

OROR
Leave replacement program as is and consider rate Leave replacement program as is and consider rate 
increases to meet operational increases to meet operational needsneeds
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Supplemental InformationSupplemental Information

Minutes from 2001 Council meeting Minutes from 2001 Council meeting 
approving ratesapproving rates
Water Rate Resolution 2001Water Rate Resolution 2001--231231
Wastewater Rate Resolution 2001Wastewater Rate Resolution 2001--232232
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Minutes Minutes 
from Oct. 3, from Oct. 3, 
2001 City 2001 City 
Council Council 
meetingmeeting
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Water Rate Resolution from Water Rate Resolution from 
Oct. 3, 2001 City Council Oct. 3, 2001 City Council 

meetingmeeting
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Wastewater Rate Resolution Wastewater Rate Resolution 
from Oct. 3, 2001 City from Oct. 3, 2001 City 

Council meetingCouncil meeting




